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PREFACE 


The  Medicaid  program,  which  finances  health  care  for  over  20  million  needy 
Americans,  has  undergone  major  changes  since  1981.     Beginning  with  the  Omnibus 
Budget  Reconciliation  Act  of  1981  (OBRA),  Congress  gave  the  states  much  more 
flexibility  to  change  basic  parameters  of  the  program,  including  which  groups 
of  people  are  served,  what  services  are  provided,  how  doctors,  hospitals,  and 
nursing  homes  are  paid,  and  how  care  can  be  organized  in  innovative  ways. 

The  Medicaid  Program  Evaluation  addresses  the  implementation  and  impact  of 
selected  changes  in  the  Medicaid  program  to  provide  knowledge  for  policy 
assessment  and  future  legislative  change.     It  is  focused  on  selected  issues 
and  policy  questions  raised  by  recent  legislation. 

o  Federal  Financial  Participation 
o  Inpatient  Hospital  Reimbursement 
o  Eligibility 
o  Case  Management 

o  Home  and  Community-Based  Waiver  Program 
o  Cost-Sharing 

o  Financial  Incentives  for  Family  Care 
o  Medicare  DRG  Effects  on  Medicaid 
o  Synthesis 

Together  these  studies  are  intended  to  describe  how  recent  changes  have  been 
implemented,  and  analyze  what  their  effects  have  been  for  program  services  and 
costs . 

This  paper  examines  changes  in  Medicaid  spending  between  1980  and  1983  in  the 
context  of  other  budget  adjustments  made  by  states  during  this  period.  The 
major  question  is  whether  Medicaid  spending  was  curtailed  more  than  other 
programs  or  whether  it  was  in  fact  protected.     States  with  different  degrees 
of  fiscal  strain  are  analyzed. 


Gerald  Adler 
Project  Officer 
HCFA  Office  of  Research 


EXECUTIVE  SUMMARY 


This  paper  examines  the  Medicaid  program's  role  in  state  budget  making. 
Rates  of  change  in  Medicaid  spending  were  compared  to  rates  of  change  in  total 
state  spending  and  to  spending  in  other  program  areas.     The  role  of  fiscal 
stress  in  affecting  state  decisions  is  then  examined.     States  in  the  sample 
were  Alabama,  California,  Colorado,   Idaho,   Illinois,  Kansas,  Kentucky, 
Massachusetts,  Michigan,  Mississippi,  Missouri,  New  Jersey,  New  York,  Ohio, 
Pennsylvania,  Texas,  and  Vermont. 

The  study  found  that  in  the  early  1980s,  states  were  slow  to  control 
Medicaid  spending — allowing  Medicaid  spending  to  increase  faster  than  state 
spending  as  a  whole,  much  faster  than  spending  on  other  programs  in  FY  1980  to 
1981,  and  faster  than  spending  in  all  programs  except  elementary  and  secondary 
education  and  criminal  justice  during  1981  to  1982.     In  that  year,  when  total 
state  spending  was  dropping  in  inflation-adjusted  terms,  study  states 
increased  spending  only  for  Medicaid  (0.61  percent),  criminal  justice  (3.1 
percent)  and  elementary  and  secondary  education  (6.0  percent)  after  adjusting 
for  inflation. 

By  1983,  however,  states  had  stopped  giving  Medicaid  preference.  Between 
1982  and  1983,  Medicaid  spending  grew  substantially  more  slowly  than  total 
state  spending  and  was  one  of  only  three  programs  allowed  to  decline.  The 
three  programs  that  declined  (Medicaid,  social  services,  and  income  support) 
were  all  welfare-related. 

The  decline  in  Medicaid's  position  relative  to  total  state  spending  and 
other  programs  was  not  common  across  all  states.     Instead,  the  change  in 
average  patterns  appears  to  be  largely  a  function  of  changes  in  behavior  in 
fiscally  stressed  states.     Twelve  of  the  17  states  provided  sufficient  data  to 
allow  a  comparison  of  spending  patterns  in  fiscally  stressed  states  with 
patterns  in  non-stressed  states. 

The  comparison  showed  that  for  1982-1983  states  without  fiscal  stress 
allowed  Medicaid  spending  to  increase  faster  than  total  spending  and  spending 
in  almost  all  program  areas  (except  social  services),  just  as  similar  states 
did  in  1981-1982.     In  contrast,  by  1982-1983  fiscally  stressed  states  held 
Medicaid  spending  (along  with  spending  on  other  welfare-related  programs)  down 
in  real  terms,  even  though  total  state  spending  was  growing. 

Medicaid's  place  in  state  budgets  suggests  that:     (1)  states  find  Medi- 
caid an  attractive  area  to  spend  (or  a  difficult  area  to  control)  and  (2) 
states  can  control  Medicaid  spending  when  they  have  to.     Medicaid's  attrac- 
tiveness relative  to  other  programs  derives  primarily  from  the  open-ended 
federal  match  in  funds  available  to  finance  health  care.     Because  of  this 
match,  the  state  can  buy  far  more  than  a  dollar's  worth  of  care  for  every 
dollar  it  spends.     It  can  also  buy  Medicaid-covered  services  more  cheaply  than 
services  in  areas  with  little  federal  funding.     As  a  result,  then,  not  only  is 
Medicaid  spending  likely  to  increase  faster  than  spending  in  other  areas  (with 
less  favorable  or  no  federal  funds),  but. Medicaid  spending  may  also  absorb 
services  from  other  program  areas  (like  health  or  social  services),  where  the 
latter  are  more  heavily  state-financed. 
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I.  INTRODUCTION 

A.      The  Problem 

The  fiscal  environment  from  1980  to  1983  can  best  be  described  as 
volatile.     From  1980-82,  the  country  was  plunged  into  a  deepening  recession. 
States  facing  strained  revenues  and  reductions  in  federal  aid  were  forced  to 
seek  ways  of  restraining  state  expenditures  in  order  to  avoid  statutorily 
prohibited  deficits.     Then,  from  1982-83,  the  economy  began  to  expand  and 
states  experienced  a  recovery  of  revenues  accompanied  by  a  stabilization — and 
in  some  cases  an  increase — in  federal  aid.     This  expansion  allowed  greater 
latitude  in  state  spending. 

Previous  work  done  in  this  area  by  The  Urban  Institute  focused  upon  the 
overall  changes  in  state  policy  priorities,  tax  structures  and  spending 
choices  precipitated  by  the  changing  fiscal  environment  from  1980  to  1983.^" 
Our  focus  here  is  on  the  specific  impact  of  these  state  budget  priority 
changes  on  the  Medicaid  program. 

If  the  Medicaid  program  is  viewed  as  part  of  a  package  of  state-supported 
public  assistance  programs,  we  might  expect  it  to  be  vulnerable  to  cutbacks  as 
states  attempted  to  restrain  spending  programs  overall.     Yet  a  number  of  Medi- 
caid program  features  could  also  be  expected  to  at  least  partially  offset  this 
propensity  for  expenditure  contraction.     First,  Medicaid  provides  services  to 
individuals  who,  if  not  covered  by  Medicaid  with  its  large  federal  matching 
contributions,  would  either  receive  no  care  or  would  impose  costs  on  city  or 
county  governments  with  no  federal  matching  funds.     Second,  Medicaid  pays 
medical  providers  directly,  giving  these  providers  an  incentive  to  resist 
large  cutbacks  in  the  program.     Third,  Medicaid  programs  must  pay  for  most 
services  at  rates  which  are  related  to  market  levels;  thus,  the  program  bears 
much  of  the  burden  of  health  care  cost  inflation.     Finally,  federal  matching 
funds  provide  strong  incentives  to  expand  coverage  of  services  that  would 
otherwise  be  provided  by  totally  state-funded  programs. 

The  question  is,  then,  as  states  experienced  increasing  fiscal  strain — 
facing  reductions  in  revenues,  limited  taxes,  sharp  turnarounds  in  their 
economies — how  did  Medicaid  budgets  fare?    Conversely,  what  happened  to 
Medicaid  budgets  as  state  economies  begin  to  recover? 

Specifically,  this  research  study  is  designed  to  address  the  following 
questions : 


1.  Hal  Wolman  and  Fred  Teitelbaum,  "State  Adjustment  Strategies,"  The 
Urban  Institute,  1984. 

2.  For  a  fuller  discussion  of  the  impact  of  fiscal  strain  on  Medicaid 
and  other  social  service  programs,  see  Eugene  Durman,  "the  Impact  of  Fiscal 
Strain  on  Health  and  Human  Service  Programs:  A  Thirteen  State  Survey,"  The 
Urban  Institute,  November,  1982. 
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(1)  How  did  changes  in  state  Medicaid  spending  compare  to  changes  in 
overall  budgets  during  the  economic  recession  of  1980-82  and  the  subsequent 
expansion  of  1982-83?     In  general,  was  Medicaid  an  above  or  below  average  item 
in  state  budgets?    During  the  recession,  as  states  sought  to  reduce  expendi- 
tures as  one  means  of  balancing  their  budgets,  did  they  restrain  Medicaid 
spending?    Was  any  restraint  in  Medicaid  programs  that  did  occur  as  great  as 
overall  spending  restraint?     During  the  expansion,  did  Medicaid  programs 
recover  to  previous  growth  rates?    Were  any  increases  that  did  occur  in 
Medicaid  programs  comparable  to  increases  in  State  budgets  as  a  whole? 

(2)  How  did  Medicaid  spending  growth  compare  to  growth  in  other  major 
policy  areas  during  the  these  two  periods?     In  general  can  changes  in  state 
Medicaid  spending  be  explained  by  differences  in  overall  budget  growth  across 
states  or  are  changes  in  Medicaid  spending,  largely  independent  of  the  rest  of 
the  state  budget? 

(3)  What  was  the  impact  of  general  state  fiscal  strain  on  Medicaid 
budgets?  Were  states  with  the  most  severe  fiscal  strain,  as  measured  by 
annual  "expenditure  gaps",  more  or  less  likely  to  restrain  Medicaid  budgets? 

B.      The  Data 

To  answer  these  questions,  this  study  draws  largely  on  budget  data  from 
several  states.     The  data  include  information  on  total  state  expenditures  by 
function,  as  well  as  on  the  general  fiscal  condition  of  the  state.  Data 
sources  included  state  budgets,  financial  reports,  legislative  reports,  bond 
prospecti,  and  telephone  calls  to  state  budget  offices.     In  some  cases, 
estimated  FY1983  data  were  all  that  was  available.     We  have  noted  those 
instances  where  budget  estimates  have  been  used. 

The  Medicaid  spending  data  used  in  the  study  were  derived  from  state 
reports  compiled  by  the  Health  Care  Financing  Administration  (HCFA)  instead  of 
being  collected  directly  from  the  states.     This  was  done  in  order  to  measure  a 
consistent  set  of  medical  assistance  services  across  states.     A  wide  range  of 
definitions  of  medical  assistance  exists  across  states,  making  a  comparison  of 
Medicaid  programs  among  states  difficult.     For  example,  some  states  include 
covered  services  in  intermediate  care  facilities  for  the  mentally  retarded  in 
their  Mental  Retardation  budgets,  others  in  their  Medicaid  budgets.  Since 
HCFA  data  reflect  a  defined  set  of  services  monitored  by  the  agency,  we 
believed  them  to  be  better  than  each  individual  state's  data  for  making 
comparisons  across  states.     Discrepancies  in  program  definition  presented  less 
of  a  problem  in  the  other,  broader  functional  areas  studied;  therefore,  state 
budget  figures  were  used. 

In  utilizing  HCFA  data,  we  recognize  the  tradeoffs  one  must  accept  in 
mixing  data  sources.     Our  first  problem  was  the  difference  in  fiscal  year 
between  HCFA  data  and  data  from  the  various  states.     HCFA  data  are  compiled  on 
a  federal  fiscal  year  basis  (October  to  September),  while  state  budget  data 
are  compiled  on  a  state  fiscal  year  basis.      To  correct  for  this  discrepancy, 
we  converted  HCFA  data  to  state  fiscal  years.     We  simplified  the  process  of 
conversion  by  assuming  constant  flow  of  Medicaid  expenditures  during  the 
course  of  a  year  and  allocated  funds  on  a  pro  rata  basis.     A  large  portion  of 


4 


the  differences  between  state  budget  Medicaid  data  and  data  supplied  by  HCFA 
was  indeed  due  to  the  differences  in  fiscal  year.     Using  different  fiscal 
years  even  for  the  same  data  set  can  present  a  different  picture  due  to  how 
each  fiscal  year  reflects  economic  change.     This  was  certainly  the  case  during 
the  economically  volatile  period  studied. 

Another  concern  is  the  direct  comparison  of  data  from  two  different 
sources.     Direct  comparisons  cannot  be  made  between  Medicaid  and  total  state 
spending;  however,  these  data  can  be  used  to  get  an  indication  of  the  differ- 
ent trends  in  total  state  spending  and  spending  in  Medicaid  and  other  programs 
during  the  same  time  period. 

Due  to  incomplete  data,  we  used  different  subsets  of  the  total  sample  to 
examine  Medicaid  from  various  perspectives.     Sections  II  and  III  of  this  paper 
look  at  Medicaid  spending  longitudinally  from  FY1980  to  FY1983.     Section  II 
compares  Medicaid  to  total  state  spending^  for  the  four  fiscal  years  examined. 
The  sample  for  this  section  is  comprised  of  the  following  17  states: 


Alabama 

California 

Colorado 

Idaho 

Illinois 

Kansas 

Kentucky 

Massachusetts 

Michigan 


Mississippi 
Missouri 
New  Jersey 
New  York 
Ohio, 

Pennsylvania 

Texas 

Vermont 


Section  III  compares  Medicaid  to  six  state  function  areas:  elementary 
and  secondary  education,  higher  education,  health,  social  services,  income 
support    and  criminal  justice.     For  this  more  detailed  analysis,  five  states 
(Alabama,  Massachusetts,  New  York,  Ohio,  and  Texas)  were  excluded  from  our 
analysis  due  to  insufficient  data  over  the  five-year  period. 

In  section  IV  we  examine  Medicaid  from  the  perspective  of  those  states 
experiencing  more  or  less  fiscal  stress  for  the  periods  from  FY1981  to  FY1982 
and  from  FY1982  to  FY1983.     Data  requirements  for  this  sample  include  total 
spending,  Medicaid  spending,  and  spending  by  function  for  the  comparison 


3.  Most  states  use  a  July  to  June  fiscal  year.     Four  states  use  differ- 
ent fiscal  years:     Alabama  and  Michigan,  October  to  September;  New  York,  April 
to  March;  Texas,  September  to  August. 

4.  In  most  cases,  total  state  spending  includes  spending  from  all  state 
fund  sources  including  federal  aid.  Alabama's  total  spending  figures  include 
only  General  Fund  and  Education  Fund  spending. 

5.  Income  support  includes  Aid  to  Families  with  Dependent  Children 
(AFDC) ,  AFDC-U,  state  general  assistance  and  supplemental  security  income 
(SSI)  program  spending. 
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periods.     In  addition,  total  revenue  data  was  required  to  calculate  the  degree 
of  fiscal  distress  facing  state  governments.     The  use  of  total  revenue  data 
and  the  shorter  time  period  of  analysis  slightly  altered  the  list  of  twelve 
states  utilized  in  this  section  to  the  following: 


To  calculate  real  total  and  program  expenditures  and  to  inflate  total 
spending  in  our  expenditure  gap  calculations  (see  Section  IV),  we  used  the  GNP 
price  deflator  for  state  and  local  purchases.      Real  total  and  program 
expenditures  were  calculated  in  state  FY1980  dollars.      The  same  deflator  for 
all  programs  including  Medicaid  was  used  so  that  Medicaid  could  be  viewed  in 
its  relation  to  other  programs  and  to  total  spending  from  a  budget  perspec- 
tive.    Because  medical  care  prices  increase  at  a  faster  rate,  this  method  will 
overestimate  real  Medicaid  costs. 

One  further  caveat  is  necessary  before  presenting  our  findings.  Five  of 
the  17  states  in  our  sample  use  biennial  budgeting  systems.     For  this  reason, 
off-year  data  on  program  expenditures  are  sometimes  preliminary  and  not  always 
as  reliable  as  annual  spending  figures  from  non-biennium  states.  The 
following  list  catalogues  which  states  use  a  biennial  budget: 


California 


Mississippi 
New  Jersey 
New  York 
Ohio 
Texas 
Virginia 


Colorado 
Idaho 


Illinois 

Massachusetts 

Michigan 


Biennium  States 


1979-81;  1981-83 


1980-82;  1982-84 


(1980  and  1982  figures 
may  be  less  reliable) 


(1981  and  1983  data 
may  be  less  reliable) 


-California 
-Ohio 
-Texas 
-Virg inia 


Kentucky 


6.     Bureau  of  Economic  Analysis,  Survey  of  Current  Business,  issues: 
July  1983  and  July  1984,  Washington,  D.C. 


7.     We  assumed  a  July  1  to  June  30  fiscal  year  for  all  states. 
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Non-Biennium  States 

Alabama  -  Michigan 

Colorado  -  Mississippi 

Idaho  -  Missouri 

Illinois  -  New  Jersey 

Kansas  -  New  York 

Massachusetts  -  Pennsylvania 


C.      Summary  of  Findings 

Medicaid  and  Total  State  budgets.     Based  on  a  sample  of  17  states, 
comparisons  of  total  state  spending  and  spending  for  state  medicaid  budgets, 
revealed  the  following: 

1980-  81 

•  In  the  year  prior  to  the  recession,  Medicaid  spending 
greatly  outpaced  the  rest  of  state  budgets.  Medicaid 
budgets  grew  at  an  average  real  rate  of  6.93  percent 
while  total  state  budgets  increased  at  an  average  real 
rate  of  only  .48  percent. 

•  During  this  period,  states  treated  Medicaid  as  an 
exogenous  cost  beyond  their  ability  to  restrain,  while 
imposing  a  greater  degree  of  cost  restraint  on  almost 
all  other  budget  items. 

1981-  82 

«       As  the  recession  deepened,  total  state  spending  began  to 
decline  at  an  average  rate  of  -3.12  percent  while 
Medicaid  spending  continued  to  grow,  although  at  a 
significantly  slower  average  rate  of  .64  percent. 

1982-  83 

•  State  budgets  as  a  whole  shifted  from  a  period  of 
overall  restraint  to  one  of  expansion  during  this 
time.     The  reversal  in  fiscal  trends  is  most  clearly 
reflected  by  the  fact  that  total  state  spending 
increased  by  a  significant  amount  (2.48  percent)  after  a 
real  decline  in  the  previous  year. 


•  In  sharp  contrast,  the  average  real  increase  in  Medicaid 
spending  of  .38  percent  was  substantially  below  the  rate 
of  growth  states  experienced  in  the  previous  two  years. 
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Medicaid  and  other  State  Programs.     Based  on  a  subset  of  12  states, 
comparisons  between  Medicaid  and  six  other  state  programs  (elementary  and 
secondary  education,  higher  education,  health,  social  services,  income  support 
and  criminal  justice)  revealed  the  following: 

1980-  81 

•  Along  with  Medicaid  budgets,  health,  social  services, 
income  support  and  criminal  justice  budgets,  overall, 
experienced  growth  that  outpaced  growth  in  state  budgets 
as  a  whole.     Elementary  and  secondary  education,  and 
higher  education  grew  more  slowly. 

o        Despite  growth  in  these  other  functions,  Medicaid 

spending  growth  outpaced  them  all,  increasing  from  2  to 
7  times  faster  than  any  other  programs  that  also 
experienced  growth. 

1981-  82 

o  As  the  recession  deepened,  Medicaid  spending  growth  was 
outpaced  only  by  growth  in  spending  on  criminal  justice 
and  elementary  and  secondary  education. 

•  Spending  in  all  other  major  functional  budgets  declined 
in  real  terms. 

1982-  83 

•  As  the  economic  recovery  began  to  take  hold,  education 
and  criminal  justice  budgets  began  to  grow  along  with 
state  budgets  as  a  whole.    Medicaid,  however,  joined 
other  human  service  programs — -social  services  and  income 
support  and  health — in  experiencing  real  declines  in 
total  state  spending  in  the  twelve  states  in  the 
analysis 

©        During  this  period,  Medicaid  expenditures  reversed  the 
trend  of  the  previous  two  years  by  declining,  in  real 
terms,  but  this  decline  was  outpaced  by  reductions  in 
health  and  income  support  programs. 


8.     The  twelve  states  analyzed  in  this  section  experienced  a  small  real 
reduction  in  Medicaid  spending  while  the  seventeen  states  in  the  analysis 
summarized  above  had  small  positive  growth.     The  differences  are  in  actuality 
quite  small  and  reflect  the  different  composition  of  states.     The  conclusion 
regarding  Medicaid  spending  relative  to  total  state  spending  remains 
essentially  the  same. 
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Medicaid  and  fiscal  stress 

•  From  1981-1982,  Medicaid  decreased  slightly  on  average 
in  fiscally  distressed  states  (those  with  the  largest 
expenditures  gaps)  while  it  increased  in  states  that 
weathered  the  economic  downswing  with  less  fiscal 
stress.     Total  spending  decreased  by  an  average  of  -3.02 
percent  in  states  with  the  largest  expenditure  gaps,  and 
their  Medicaid  budgets  declined  by  an  average  of  -.02 
percent.     In  states  with  small  or  no  expenditure  gaps, 
total  spending  decreased  by  an  average  of  -.21  percent 
while  spending  for  Medicaid  increased  by  an  average  of 
1.29  percent. 

•  Fiscally  strained  states  applied  less  restraint  on 
Medicaid  budgets  than  on  total  state  budgets. 

o        Except  for  criminal  justice  and  income  support,  large- 
gap  (fiscally  strained)  states  also  exercised 
considerably  more  restraint  in  all  other  functional 
areas  than  did  fiscally  healthier  states. 

•  From  1982-1983,  based  largely  on  state  budget  estimates, 
the  data  indicate  that  Medicaid  spending  growth  in 
fiscally  healthier  states  was  projected  to  increase 
almost  5  percent  in  real  terms,  while  in  states  with 
large  expenditure  gaps,  spending  was  projected  to 
decline  by  2.7  percent. 

•  It  appears  that  by  this  time,  even  though  the  economy  in 
general  was  recovering,  those  states  still  facing  a 
large  expenditure  gap  were  continuing  to  make  efforts  to 
cut  Medicaid  expenditures.     However,  states  in  better 
fiscal  condition  were  increasing  real  Medicaid 
expenditures . 

II.     STATE  BUDGET  PRIORITIES  AND  MEDICAID 

A.      Total  State  Budget  Growth  and  Medicaid  Spending  Changes. 

Fiscal  1981.     In  general  from  1980  to  1981,  for  the  17  states  for  which 
we  have  adequate  data,  total  state  budgets  were  in  a  slowdown  or  declining 
mode  while  Medicaid  budgets,  overall,  actually  grew  at  a  fairly  substantial 
rate.     Total  state  spending  decreased  in  9  of  the  17  states  while  spending  for 
Medicaid  increased  in  15  states. 

As  table  1  indicates,  total  state  spending  grew  by  an  average  of  only  .48 
percent  in  real  terms  during  this  period.    Actual  changes  ranged  from  a  7.05 
percent  increase  in  total  state  expenditures  in  California  to  a  decrease  of 
-7.12  percent  in  Michigan.     This  decelerating  trend  in  total  state  budgets 
contrasts  rather  sharply  with  a  much  larger  average  increase  of  6.93  percent 
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in  total  Medicaid  expenditures  during  the  same  period.     The  higher  average 
growth  in  Medicaid  spending  also  masks  much  wider  state-by-state  variations 
than  in  total  state  spending.     These  changes  ranged  from  a  real  increase  in 
Medicaid  budgets  of  16.43  percent  in  Missouri  to  a  real  decline  of  -12.21 
percent  in  Alabama. 


Table  1 

Average  Real  Rates  of  Changes  in  Expenditures 

(17-State  Sample) 


Total  State 

Total  Medicaid 

Spending 

Spending 

FY80-81 

.48% 

6.93% 

'FY81-82 

-3.12 

.64 

FY82-83 

2.48 

.38 

The  overall  trend  from  1980  to  1981  thus  indicates  that  states  applied 
less  restraint  on  Medicaid  budgets  than  on  state  budgets  as  a  whole.     Only  two 
of  the  17  states  (Alabama  and  New  Jersey)  experienced  a  higher  rate  of  growth 
in  total  state  spending  than  in  Medicaid  spending.     In  15  of  the  17  states  the 
rate  of  Medicaid  spending  growth  far  outpaced  growth  in  total  state 
spending.     Column  1  of  Table  2  provides  a  state-by-state  breakdown  of  the  real 
changes  in  total  state  spending  and  total  Medicaid  spending  from  1980  to 

1981.  In  general,  states  seem  to  have  treated  Medicaid  budgets  as  exogenous 
costs  beyond  their  ability  to  control.     As  we  will  see  in  the  next  section, 
most  states  restrained  budgets  in  other  functional  areas  to  a  much  greater 
degree. 

Fiscal  1982.    A  slightly  different  pattern  emerges  for  the  next  fiscal 
year,  reflecting  the  impact  of  a  deepening  economic  recession.     From  1981  to 

1982,  in  our  sample  of  17  states,  total  state  budgets  declined  overall,  with 
14  states  experiencing  real  declines.     In  addition,  growth  in  state  Medicaid 
budgets  began  to  slow  down.     From  1981  to  1982,  only  eight  of  the  17  states 
experienced  growth  in  their  Medicaid  budgets.     Fourteen  states,  however,  still 
experienced  growth  or  changes  in  Medicaid  budgets  that  outpaced  changes  in 
total  state  budgets. 

Overall,  total  state  spending  actually  declined  at  an  average  real  rate 
of  -3.12  percent,  representing  actual  state-by-state  variations  that  ranged 
from  a  5.81  percent  real  increase  in  New  York  to  a  -9.13  percent  real  decline 
in  Illinois.     In  the  face  of  these  total  budget  declines,  Medicaid  spending 
was  still  growing  overall,  but  at  a  much  smaller  rate  of  increase  than  in  the 
previous  year.     This  slowdown  to  a  real  growth  rate  of  only  .64  percent 
indicates  that  the  recession  and  changes  in  federal  policy  did  have  some 
effect  on  Medicaid  spending  in  some  states.    Actual  rates  of  change  still 
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fluctuated  widely,  however,  ranging  from  a  12.65  percent  increase  in  Ohio  to  a 
-7.21  percent  decrease  in  Texas. 

Fiscal  1983.     From  1982-1983,  the  country  as  a  whole  shifted  from  a 
period  of  overall  restraint  to  one  of  expansion.  This  reversal  in  trend  is 
clearly  reflected  in  changes  in  total  state  spending  in  our  sample  of  states. 
Only  six  states  experienced  declines  in  total  state  spending  compared  to  15 
and  14  in  the  previous  two  years,  respectively.     Total  state  spending 
increased  by  an  average  real  rate  of  2.48  percent  after  an  average  real 
decline  in  the  previous  year.    Actual  changes  ranged  from  a  -6.77  percent 
decline  in  Mississippi  to  a  16.91  percent  increase  in  Vermont. 

While  the  accelerated  growth  in  total  state  spending  reflects  the 
positive  effects  of  the  economic  recovery,  Medicaid  spending  changes  from 
1982-83  reflect  something  quite  different.     The  predominant  trend  in  Medicaid 
budgets  continued  to  be  one  of  overall  growth,  but  the  average  real  increase 
in  our  sample  was  only  .38  percent,  substantially  below  the  rate  of  growth  in 
the  previous  two  years  and  well  below  the  growth  in  the  rest  of  state 
budgets . 

One  plausible  explanation  for  the  slowdown  in  Medicaid  spending  during  an 
expansion  in  which  total  state  spending  accelerated,  is  that  by  FY1983,  states 
were  responding  to  both  federal  matching  rate  reductions  and  to  increased 
flexibility  to  control  costs  generated  by  the  OBRA  legislation.    The  data, 
supplemented  with  conversations  with  a  few  states  in  our  sample,  indicate  that 
state  fiscal  pressures  were  a  more  important  determinant  of  the  slowdown  in 
Medicaid  spending  that  occurred  through  1982  than  reductions  in  matching 
rates,  with  the  latter  becoming  a  more  important  incentive,  overall,  by  1983. 

To  look  more  closely  at  overall  changes  from  1982-1983,  two  states 
experienced  decreases  in  both  total  state  and  Medicaid  spending.     In  contrast, 
six  states  experienced  increases  in  both  total  state  spending  and  Medicaid 
spending.     Unlike  previous  years,  however,  in  only  eight  states  (compared  to 
15  states  in  the  previous  years)  did  Medicaid  spending  increase  at  a  faster 
rate  than  total  state  spending.     Finally,  in  five  states  (in  contrast  to  only 
one  in  the  previous  two  years)  total  state  spending  increased  while  Medicaid 
spending  actually  decreased.     Table  2  summarizes  our  findings  of  the  state-by- 
state  differences  in  state  spending  and  Medicaid  spending  from  1980-1983. 


9.     By  adjusting  HCFA  Medicaid  figures  for  state  fiscal  years,  the 
effects  of  the  recession  are  still  being  reflected  as  late  as  FY83.  Hence, 
growth  in  Medicaid  spending,  overall,  still  appears  to  be  decelerating. 
However,  using  HCFA  data  in  its  reported  form  (by  federal  fiscal  year) 
indicates  that,  by  FY83,  state  Medicaid  spending  was  actually  accelerating. 
The  increase  in  spending  nationally  between  1982  and  1983  was  9.9  percent  in 
nominal  terms  and  3.0  percent  in  real  terms.     These  figures  represent  the 
entire  U.S.  as  well  as  different  price  deflators. 
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Table  2 

leal  Changes  In  Total  State  Spending  and  Total  Medicaid  Spending 


1980-1981 

1981-1982 

1982-1983 

♦Change  In 
Total  State 

IChange  In 
Medicaid 

IChange  in 
Total  State 

IChange  In 
Medicaid 

IChange  in 
Total  State 

IChange  in 
Medicaid 

State 

Spending 

Spending 

State 

Spending 

Spending 

State 

Spending 

Spending 

Increases  In  boch  cocal 

California* 

7.05 

14.43 

Colorado* 

1.26 

3.41 

Colorado* 

1.04 

2.45 

state  spending  and  In 
Medicaid  spending 

Colorado* 
Ohio* 

0.98 
4.88 

5.86 
15.53 

New  York 

5.81 

4.94 

Ohio 

* 

Texas 

10.90 
1.83 

9.18 
5.33 

Kentucky* 

1.18 

8.68 

Idaho 

16.39 

1.64 

New  York* 

7.77 

8.19 

Sew  York* 

0.35 

2.60 

New  Jersey 

3.66 

3.49 

Kentucky* 

0.24 

5.12 

Increases  In  total  state 

Alabama 

2.59 

-12.21 

Texas 

1.82 

-7.21 

Alabama 

2.26 

-0.47 

spending  with  decreases 
in  Medicaid  spending 

California 
Vermont 
Kansas 
New  Jersey 

0.26 
16.91 
3.30 
1.70 

-9.93 
-1.63 
-0.67 
-0.53 

Decreases  In  total  state 

* 

Vermont 

-0.61 

6.73 

Mississippi 

-4.74 

1.66 

Pennsylvania 

-0.41 

0.46 

spending  with  Increases 

Illinois* 
Idaho* 

-1.12 
-0.45 

10.98 
6.49 

Vermont 
Kansas* 

-2.12 
-6.07 

3.01 
0.11 

* 

Massachusetts 
Missouri* 

-0.97 
-2.44 

2.32 
2.75 

Kansas* 

-0.57 

4.98 

Missouri* 

-7.43 

4.45 

* 

Mississippi 

-6.77 

2.97 

Mississippi* 

-2.98 

2.81 

Pennsylvania 

-2.13 

4.66 

Missouri* 

-1.80 

16.43 

Ohio* 

-2.20 

12.65 

Texas* 

-0.93 

10.64 

Pennsylvania 

-1.45 

7.23 

Michigan* 

-7.12 

8.89 

Decreases  In  both  total 

Massachusetts* 

-2.94 

-1.14 

California 

-3.38 

-0.51 

Illinois 

-4.41 

-7.52 

stace  spending  and 
Medicaid  spending 

Illinois* 

* 

Massacnusetts 

Kentucky* 

Idaho* 

New  Jersey* 

Alabama* 

Michigan* 

-9. 31 
-2.94 
-5.34 
-5.57 
-0.80 
-3.36 
-6.04 

-7.50 
-1.04 
-1.61 
-4.20 
-0.75 
-0.40 
-3.27 

Michigan 

-0.24 

-7.03 

Average 

0.48 

6.93 

-3.12 

0.64 

2-48 

0.38 

States  in  which  growth  la  Medicaid  outpaced  growth  in  total  stace  spending. 
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III.     MEDICAID  SPENDING  GROWTH  AND  GROWTH 
IN  OTHER  MAJOR  PROGRAMS 

How  did  Medicaid  fare  relative  to  other  state  programs  during  the  reces- 
sion of  1981-82  and  the  expansion  of  1982-83?    Was  the  degree  of  restraint 
applied  to  Medicaid  budgets  comparable  to  that  applied  to  other  major  programs 
or  "functions"?    To  answer  these  questions,  data  on  average  changes  in  total 
state  spending  and  in  seven  major  policy  areas  for  a  sample  of  12  states  were 
analyzed.     The  12  states  examined  here  are  a  subset  of  the  17  states  analyzed 
in  the  previous  section.        No  attempt  has  been  made  in  this  section  to 
separate  out  or  compare  spending  trends  in  states  experiencing  differing 
levels  of  fiscal  stress. 

The  programs  analyzed  here  include:     social  services,  income  support, 
health, ^  Medicaid,  elementary  and  secondary  education,  higher  education  and 
criminal  justice.     Together,  these  programs  constituted  an  average  of  approxi- 
mately 60  percent  of  total  state  spending  from  1980-83,  and  a  much  larger 
share  of  non-central  expenses  (excluding  debt  payments,  and  central  adminis- 
tration).    Table  3  presents  a  summary  of  our  findings.    Most  interesting  for 
our  purposes  is  the  fact  that  by  1982-83,  changes  in  Medicaid  spending  seem  to 
parallel  changes  in  other  human  service  programs.     States  exercised  greater 
restraint  than  they  did  in  the  state  budget  as  a  whole. 

During  the  early  stages  of  the  recession  (1980-81),  total  real  expendi- 
tures fell  by  an  average  of  -.27  percent  while  Medicaid  spending  increased  by 
8.05  percent.     While  four  other  program  budgets — social  services,  income 
support,  health,  and  criminal  justice — also  grew  during  this  time  period, 
Medicaid  spending  growth  outpaced  them  all,  increasing  from  2  to  7  times 
faster  than  any  other  program  that  also  experienced  growth.     During  this 
period,  total  spending  declined  in  two  programs —  elementary  and  secondary 
education  and  higher  education. 

Patterns  of  state  expenditures  shifted  a  bit  from  1981  to  1982  as  the 
recession  deepened.     Consistent  with  the  findings  in  the  previous  section,  by 
1981-82  growth  in  total  state  spending  declined  while  Medicaid  expenditures 
continued  to  increase,  though  at  a  significantly  slower  rate.     By  this  time, 
however,  criminal  justice  and  elementary  and  secondary  education  programs  are 
the  only  other  budgets  experiencing  continued  accelerated  growth.     In  fact, 
from  1981  to  1982,  spending  growth  in  these  two  programs,  overall,  outpaced 


10.  The  subset  of  states  includes:     California,  Colorado,  Idaho, 
Illinois,  Kansas,  Kentucky,  Michigan,  Mississippi,  Missouri,  New  Jersey, 
Pennsylvania,  and  Vermont.     The  remaining  five  states — Alabama,  Ohio, 
Massachusetts,  New  York,  and  Texas  have  been  excluded  from  this  analysis  due 
to  lack  of  complete  information  on  state  spending  by  function  from  1980  to 
1984. 

11.  Health  includes  all  health  related  expenditures  the  state  does  not 
include  In  Its  Medicaid  budget  figures.     To  the  extent  these  numbers  include 
some  Medicaid  spending  as  reported  to  HCFA,  there  is  some  double  counting.  It 
is  not  likely  to  be  significant,  however. 
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Table  3 

Average  Real  Changes  In  Spending,  by  Function 

(12-State  Sample) 


1980-81 

1981-82 

1982-83 

Total  Expenditures 

— U  .  L 1  /* 

_/.     T/.  V 
— 4 . JHA 

Medicaid3 

(8.05) 

(0.61) 

(-1.00) 

E&S  Education 

-2.37 

5.97 

0.94 

Higher  Education 

-0.42 

-2.94 

0.60 

Health 

1.48 

-2.94 

0.60 

Social  Services 

4.90b 

-6.72 

-1.00 

Income  Support 

3.12 

-0.36 

-2.72 

Criminal  Justice 

0.27 

3.10 

5.37 

aMedicaid  figures  reported  here  are  HCFA  data 
adjusted  for  state  fiscal  years. 


b  * 
Kansas  has  been  excluded  from  this  average 

because  of  peculiarities  in  1980  Social  Service 

figures . 

the  growth  in  Medicaid  budgets.     In  contrast,  higher  education,  health,  social 
service,  and  income  support  budgets  all  experienced  real  declines. 

Again  consistent  with  trends  in  the  sample  as  a  whole,  by  1982-83,  as  as 
the  country's  economy  began  to  recover,  total  state  expenditures  increased  at 
an  average  rate  of  2.13  percent.     In  contrast,  for  our  sample  of  12  states, 
Medicaid  programs  began  a  period  of  real  declines  in  spending,  on  average,  with 
budgets  falling  by  -1.00  percent.    Like  state  spending  as  a  whole,  higher 
education  budgets  reversed  previous-year  expenditure  trends  and  by  1982-83  were 
experiencing  accelerated  growth.     Like  Medicaid,  other  human  service  budgets 
(social  service,  income  support,  and  health)  continued  to  decline.  Only 
criminal  justice  and  education  budgets  continued  to  grow  on  average.  According 
to  the  earlier  study  by  Wolman  and  Teitelbaum,  by  1983  elementary  and  secondary 
education  accounted  for  23  percent  of  total  state  spending,  higher  education  12 
percent,  Medicaid  11  percent,  income  support  and  social  services  each  5 
percent,  criminal  justice  3  percent,  and  health  2  percent.     Thus  growth  in 
education  budgets  represents  growth  in  a  very  large  segment  of  state  spending. 

IV.     MEDICAID  GROWTH  AND  FISCAL  STRESS 

The  conclusions  drawn  in  Sections  II  and  III  mask  a  number  of  interesting 
issues  about  the  impact  of  different  levels  of  fiscal  strain  on  state  budget 
priorities.     This  section,  therefore,  takes  a  different  cut  at  the  data  in 
order  to  answer  an  additional  question:     Did  states  experiencing  greater  degrees 
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of  fiscal  difficulties,  make  changes  in  Medicaid  program  budgets  that  were 
different  from  changes  made  by  states  experiencing  lesser  degrees  of  strain? 

To  view  state  treatment  of  Medicaid  in  its  fiscal  context,  we  employed  a 
version  of  "expenditure  gap"  analysis  to  determine  how  Medicaid  fared  in  fis- 
cally distressed  states  as  opposed  to  those  states  that  weathered  the  economic 
downswing  with  less  stress.     As  previously  stated,  the  national  economy  moved 
from  a  major  recession  to  the  beginnings  of  a  strong  economic  upswing  from 
FY1981  to  FY1983.     However,  how  state  government  budgets  fared  during  this 
period  varied  from  state  to  state  depending  upon  factors  such  as  state  and 
regional  economies,  state  revenue  and  expenditure  mechanisms,  and  governmental 
policies  prior  to  and  during  this  period. 

By  the  use  of  expenditure-gap  classifications,  this  analysis  examines  the 
effects  of  the  fiscal  pressure  states  faced  to  maintain  a  base  level  of 
expenditures.     The  expenditure  gap  is  the  amount  by  which  real  expenditures  in 
FY  1982  and  1983  would  have  fallen  short  of  previous  years'  expenditures  after 
states  had  already  applied  any  additional  revenues  from  tax  base  growth. 
The  expenditure  gap  could  thus  be  closed  only  through  increasing  taxes  or 
reducing  real  expenditures. 

Table  4  lists  the  states,  for  which  we  have  adequate  data,  that  experi- 
enced expenditure  gaps  during  FY1982  and  FY1983. 

Table  4 

Gap  and  Non-Gap  States,  FY1982  and  FY1983 


FY1982 

Expenditure  Gap  States  Non-Gap  States 

California  Michigan  Colorado 

Idaho  New  Jersey  Mississippi 

Illinois  Ohio  New  York 

Massachusetts         Virginia  Texas 


FY1983 

Expenditure  Gap  States  Non-Gap  States 

California  Michigan  Colorado 

Idaho  New  Jersey  Mississippi 

Illinois  New  York  Ohio 

Massachusetts         Virginia  Texas 


12.  We  assumed  a  July  to  June  fiscal  year  for  all  states. 

13.  Information  on  the  amount  of  revenues  resulting  from  tax  changes 
were  collected  from  interviews  with  state  officials  as  well  as  from  Steve  Gold 
and  Karen  Banker,  "State  Budget  Actions  in  1983,"  NCSL,  1984. 
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The  number  of  expenditure-gap  states  remained  constant  between  FY1982  and 
FY1983  despite  the  beginning  of  an  economic  upswing  in  FY1983.     This  is  not 
surprising  considering  the  lag  time  involved  between  economic  change  and  state 
fiscal  response. 

Our  data  also  show  an  increase  in  the  size  of  expenditure  gaps  for  a 
number  of  states  during  this  period.     For  example,  Massachusetts,  New  Jersey 
and  Virginia  had  relatively  small  gaps  in  FY1982  (less  than  5  percent  of  the 
base)  growing  to  large  gaps  in  FY1983  (more  than  5  percent  of  the  base).  New 
York  experienced  no  gap  in  1982  and  a  large  gap  in  1983.     In  contrast,  Ohio 
experienced  a  large  expenditure  gap  in  1982  and  no  gap  in  1983. 

Table  5  summarizes  state  spending  changes  from  1981-82  during  the  deepest 
part  of  the  recession.     The  table  contrasts  states  facing  large  expenditure 
gaps  with  states  that  faced  little  or  no  economic  stress  during  this  period. 
Large-gap  states  are  classified  as  those  states  whose  gap  was  greater  than  5 
percent  of  the  expenditure  base. 

As  indicated  in  the  table,  fiscally  stressed  states  restrained  total 
state  spending  to  a  greater  degree  than  less  strained  states  during  this 
period.    Medicaid  spending  for  these  two  groups  presents  an  even  clearer 
contrast.     Of  the  five  fiscally  stressed  states,  only  Ohio  shows  an  increase 
in  Medicaid  spending  during  this  period.     The  remaining  large-gap  states  show 
real  declines  in  Medicaid  spending.     In  contrast,  states  experiencing  less 
fiscal  stress  showed  real  increases  in  Medicaid  spending  on  average  during 
this  period.     Only  Texas  shows  a  substantial  decrease  in  Medicaid  spending 
from  1981-82. 

Similar  to  Medicaid,  four  other  program  areas — elementary  and  secondary 
education,  higher  education,  health  and  social  services — displayed  consider- 
ably more  budget  restraint  in  large-gap  than  small-gap  states.     Given  that 
Medicaid  budgets  were  restrained  to  a  lesser  degree  than  five  of  the  six  other 
program  budgets  in  large-gap  states,  Medicaid  may  actually  have  contributed  to 
the  upward  pressure  on  the  expenditure  gap.     Moreover,  in  small  and  non-gap 
states,  Medicaid  spending  growth  was  generally  higher,  or  less  restrained, 
than  spending  in  other  program  areas.     In  essence,  it  appears  that  for  most 
states — gap  and  non-gap  alike — Medicaid  spending  from  FY1981  to  FY1982 
increased  or  was  reduced  less  than  the  other  state  functions  examined.  This 
trend  provides  further  indication  that  Medicaid  may  have  exerted  upward 
pressure  on  states"  expenditure  gaps. 

For  1982-83,  Table  6  indicates  that,  on  average,  those  states  facing  less 
fiscal  stress  experienced  an  increase  in  Medicaid  spending  that  outpaced  total 
state  spending.     In  addition,  the  average  increase  in  Medicaid  spending  in 
these  states  outstripped  the  average  spending  increases  in  all  other  programs 
except  social  services.     In  sharp  contrast,  Medicaid  spending,  along  with 
spending  for  other  human  service  programs,  in  fiscally  strained  states 
actually  declined  on  average,  while  total  state  spending  increased.  Large-gap 
states'  spending  in  non-public  assistance  programs  increased  substantially. 
It  thus  appears  that  even  during  the  economic  expansion,  those  states  still 
facing  large  expenditure  gaps  were  making  greater  efforts  to  cut  Medicaid 
expenditures,  perhaps  because  it  was  one  of  few  programs  with  enough  room  to 
cut  in  continually  fiscally  strained  situations. 
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V.  CONCLUSIONS 

The  study  found  that  in  the  early  1980s,  states  were  slow  to  control 
Medicaid  spending — allowing  Medicaid  spending  to  increase  faster  than  state 
spending  as  a  whole,  much  faster  than  spending  on  other  programs  in  FY  1980  to 
1981,  and  faster  than  spending  in  all  programs  except  elementary  and  secondary 
education  and  criminal  justice  during  1981  to  1982.     In  that  year,  when  total 
state  spending  was  dropping  in  inflation-adjusted  terms,  study  states 
increased  spending  only  for  Medicaid  (0.61  percent),  criminal  justice  (3.1 
percent)  and  elementary  and  secondary  education  (6.0  percent)  after  adjusting 
for  inflation. 

By  1983,  however,  states  had  stopped  giving  Medicaid  preference.  Between 
1982  and  1983,  Medicaid  spending  grew  substantially  more  slowly  than  total 
state  spending  and  was  one  of  only  three  programs  allowed  to  decline.  The 
three  programs  that  declined  (Medicaid,  social  services,  and  income  support) 
were  all  welfare-related. 

The  decline  in  Medicaid's  position  relative  to  total  state  spending  and 
other  programs  was  not  common  across  all  states.     Instead,  the  change  in 
average  patterns  appears  to  be  largely  a  function  of  changes  in  behavior  in 
fiscally  stressed  states.     Twelve  of  the  17  states  provided  sufficient  data  to 
allow  a  comparison  of  spending  patterns  in  fiscally  stressed  states  with 
patterns  in  non-stressed  states. 

The  comparison  showed  that  for  1982-1983  states  without  fiscal  stress 
allowed  Medicaid  spending  to  increase  faster  than  total  spending  and  spending 
in  almost  all  program  areas  (except  social  services),  just  as  similar  states 
did  in  1981-1982.     In  contrast,  by  1982-1983  fiscally  stressed  states  held 
Medicaid  spending  (along  with  spending  on  other  welfare-related  programs)  down 
in  real  terms,  even  though  total  state  spending  was  growing. 

Medicaid's  place  in  state  budgets  suggests  that:     (1)  states  find  Medi- 
caid an  attractive  area  to  spend  (or  a  difficult  area  to  control)  and  (2) 
states  can  control  Medicaid  spending  when  they  have  to.    Medicaid's  attrac- 
tiveness relative  to  other  programs  derives  primarily  from  the  open-ended 
federal  match  in  funds  available  to  finance  health  care.     Because  of  this 
match,  the  state  can  buy  far  more  than  a  dollar's  worth  of  care  for  every 
dollar  it  spends.     It  can  also  buy  Medicaid-covered  services  more  cheaply  than 
services  in  areas  with  little  federal  funding.     As  a  result,  then,  not  only  is 
Medicaid  spending  likely  to  increase  faster  than  spending  in  other  areas  (with 
less  favorable  or  no  federal  funds),  but  Medicaid  spending  may  also  absorb 
services  from  other  program  areas  (like  health  or  social  services),  where  the 
latter  are  more  heavily  state-financed. 
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